By Murray F. Foss and Betty C. Churchill 5

The Size Distribution of the
Postwar Business Population

THE past 5 yenrs kavs witnessed the formation of o record
number of now Brms ond the net addition of over 750,000
companics to tho hisiness population.  Although conditions
of high income ond employment were prevalent throughout
this peried, thare were many structural chenges toking place
a5 the eceonomy was undergoing the OLMELCT GO
peacetime production. It is of interest, in the light of these
developments, to see if the balence betwoen lorge nad small
conecrns has heen aliered, and, in particvlar, whether thers
hes hecn any shift in the ehara of activity accounted for by
the leading corporations. )

This article presants now date on the siza brankdown of the
businass population for the years from 1045 to 1948, size being
defined in torms of the number of paid employees in the
organization. Also presented are statisties on tha volume
of employment in oech size classificntion, as well ns fipures
on the size distibution of new and discontinued busincsses.

Summary

The follawing points ]f)mvidn 8 summary of the major
findings: (1) The share of employment in the largest firm—
those with 1,000 employses or more-—ia currently lowor
than it wes in early 1945 in most industines, including
manufacturing, (2) Though the importance of large con-
corns in less than in early 1945, it hes incronsed, cspecially
in manufreturing, since 1948-—aubsequent 3 the sharp
employment cui-backs which resulted irom thie cessation of
hostalitics, (3} Whila it wos notb possible to prepare deteiled
ogtimetes on » comparable basis for the prewar sizsa distribo-
lion of employment, the availoble data indicate thet firms
with at least 1,000 workers are currently more numercus
and aceount for 2 somewhat | ghare of total employ-
ment than before the war, {£) The proportion of employ-

ment ascounted for by an identical list of the very largest

CONCeIns SEEMS Buhﬂmllt-i&.lg: unchenged from 1940,

It is interesting to nota that the proportions of firms in
operetion in the wericus size eaboporics bave ramnined un-

toved—in broad ovtling—over the postwar period, despite
the effects of business turn-over and shilts due to varistions
in employmoent. Most of the new firme started in the
postwar years ware extremely small.  More than 86 pereent
of the new businessee hed lesa than 4 employees, and of these
& high preportion were without smployees. ﬁawm, dis-
continunnees were similarly bunched in the hottom size
closses. Drth retes, that is, new husinesses relative bo
firsas in aperntion, ae well as death rates, were highest smong
the smollest organizations and showad for each yeor and in
every indusiry s tapecing-off 03 size of concern incraased.

Source of data

The size estimates shown here, like the Siate dats pre-
sented previously, were mads within the framewors of the
rovised estimatos of the business population.' Most of the
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basic dada relating to the size clossification of firme and new
ond discontinued businesses cams from the Burean of Old-
Age and Survivors Insurance from records submitted by
emplaying orgonizations. The indestry classificotion of
firms and their mn-nﬁndiug ampl t is based on the
imary activity of fiemn; for this peason tha indus
dowos shown hare will differ from a breskdown accord-

Chart 1.—I"sreent Change in Number of Firms in Opern-
tion, by Size of Firm
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iag to estoblishmens. A more detailed description of sources
Yand metheds moy be found in tho tochnical notea, ]

It should ba borne in mind that the business population
reprezents an estimatoed count of legal entities; ench corpo-
ration, including corporate eubsidiaries, is treated ps & sepa-
rate umit, regordless of ownership, Many of the lergest
pusinesses clossified in the top size closs represent subsidi-
ories of larger corporate systems. A complcholy sabisinctory
picture of employment concentration would treat all firms
imder & common ownership as a mngle unis,

Paid employment as & measure of size

P As already mentioned, size of firm is defined in terms of
the number of peid amy ioym in the business as of a given
time period; this exeludes propristors, partners snd unpaid
1 family workers, In general, number of paid employees
serveE BE B convenient criterion of » firm’s size but it is by
no menns, the only one—snles and totel nssets being iwo
other common measurca—and it has certain shorteomings
which should be mentioned, .

Tirst, the particular measure wsed hera is mid-Mareh em-
ployment and this may give distorted results in industries
| subject to wide seazonal changeas.  For example, the relativa

i tance and distribution of employment in contrnet con-
struetion, whosa employment js scasonally low in March,
would ba eepecially pffected in comparison to other indus-
‘{ries,  With few exceptions, however, seasonal variations in
employment_in the period under consideration tended to
diminish under the stimulus of the hanvy war and postwar
demsnd. Becond, employment understatas somewhat the
importonce of the s concerns in which the proprietor and
mearmbers of hia family supply all the Iabor uged in the barai-
ness.  Third, classifying solely by the number of em-
ployeea ignorea the mmount of nonlabor respurces in
production; firme which are “larga’” with respect to employ-
ment nre not necessarily “large’ with respest to total invest-
ment. Finolly, the interpretetion of changes in tha share of
omployment in firms of a given size over long time porieds
, must take account of the possibilicy of differential produc-
tivity changes among firms of difforent eizes.

1948 Disteibution of Firms and Employment

A review of the charactcristics of the sisze structure of the
buamess population in early 1848, the most recant period for
“which detailed size data are availabla, serves to point up the
overwhelming preponderance of wery small in the
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economy. At the end of March 1848, about threc-fourshs of
wll the concorns had Jess than four employses, snd a h:‘ih
Ell;upurt.iun of these had none,  Fower than one percent of the

ms in operation had mora than 100 workers and only 2,100
comparies out of elose o 4 million hed ns many as 1,000
Eﬁunﬂ on the payroll. The basic figures ¢n number of

& in operation by size and industry are shown in table 7;

t distributions of firms for 1848 within each major

I[l%ilstrjl’ division are presented in the left-hand section of
fablz 1,

Thers me marked diffarences, of ecurse, both emong snd
within mnjor industries, bud thess wvaristiona should not
obscure the fact that, so for ns numbers nre concerned, ve:
gmall firms predeminste in ench broad industry group while
the largest oncerns make up only a tiny fraction of the totrl.
This peneralization does not necessaily hold, of course, if
industries are defined in very narrow terms.

As might be expected, manufacturing hod the lowest pro-
portion of Srma with fawer than 4 employecs but even heve
tho percentage was elose to 45. By way of contrnst, services
had the highest ratio of firms with fewer then 4 employees
in soy major wdustry division—83 percent—and almosé 80

ercent of the eoncerns in retail trade wore in this category.
early 6 pevcent of the businesses classified in manufactur-
ing had 100 or more workers; in rotail irade, finance and serv-
ices, the eorresponding proportions were well under 1 percent.

By turning these distributions around, it is possibie o get
an iden of relative importatoe of cach major industr
within each size clpss. Manufncturing firms eonstitute
only 8 percent of all firms in the business population without
ropard to size but 55 peveent of the sanoarne having at lenat
100 worleers, and close to 80 percont of the businesses with
At least 1,000, At the other extreme were rotail trnde and
services, accounting for 43 and 21 percent of the total buai-
ness population bat only 11 and 8 percent, reapectively, of
the firms in the 100-plus moup, and 11 and 3 percent in the
1,{{0-plus group.

Employment

Although most of the Grms sre embraced in the lower size
classes, it i3 a well-known fnet thnt in our present da
eqonomny, ik which technolopy and moss maorkets have made
puesible larpa-seale production and selling, the bulk of sm-
E‘]:.lﬂymﬂl}t- is concentrated at the upper end of the size scale.

the nght-hand section of table 1 nce stndistics on the 1048
siza distribution of employment in each major industey
di\ljsiun. The basic statisiics on employment ars shown in
table 8. :

Table l.—Porcent Mstribntlon ¢f Firms and Employment Within Industry Division by Sizo of Firm, Mar. 31, 1943
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Table 2 ~=ereent Change tn Number of Firme in tlon and In Em t, Mar, 31, 15 to Kar. 31, 1949, by Industry Diviskomn a
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This conceniration of employment smong a very smell
number of lerge concerns and the sizable number of small
firms with eomparatively little smployment is apparent in
each of the mejor indusiry divi . For the business
population as & whole, the battom 75 percent of the fivme—
those with fawer than four employees—uecounted for 6
percent of total paid employment. In not a single major
industry division did the propertion of employment in firma
of this size exeeed one-aixth, despita their numerical import-
ance in such industries us retall trode, finence, and services,
It ehould be borne in mind, however, that proprietors and
family worlkers, whose employment is not counted here, are
the most importent source of labor in emall vetail and
gervica businasses.

‘Table 3=—=Yeareto-Yeur Changes in Number of

Operating Firmam
by Stre of Firm and Souree of Chingn
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Omn tha other hond, the top 3,100 gconcerns, or one-tenth of
1 percent of the firms-—those with i lenst 1,000 workers—
v¢ employment to 38 percent of nll employees coversd in
¢ businese population universe; the top 1 percen
with at least 100 employess—aceounied for 60 parcent of the
employment. Thers wore about 225 concervs ns of enrly
1948 that hod ns a5 10,000 employses; they ropresented
an even smeller nuraber of parent compsanies and accounted
for 18 &wemt of 6l Ehe emplopees, reover, if pll firms
under the same ownership as these 225 companics were com-
bined, they would account for a signifienntly higher propor-
tion of employmeant. _ .
The transportation, communication and other public
utility group had the largest &Jmporﬁm of employment in
the 1,000-plus class—almost 7 ent—ifollowed by manu-
facturing with 50 percent and minipg with 36 percant. The
copcentration of emp. t in this top size category In

manacturing was heavily weighied by the metals indus-
tries where largost 800 concorn=—ihose with at leastt
1,000 Bmplqﬂ'uaﬂ-—namunted for 47 percent of the employ-
ment. In all ether manufsctwing, the corresponding pro-
poriion was 38 percent. -

By and larpe, the 1948 distribntion of firms by size was
not “substantially different from the distribution ealy in|
1945, even though 1.5 million new concerns were established
over this period, 750,000 were liguidatad and cxisting |

as well as new firms underwent changss in size. ‘The
relative importance of the bottom size group dropped from
76.1 to 74.5 percent but moss of this loss was picked up by
the next 3-mize cobegories—Arms averaging 4 to 40 employees—
ns the smaller firms shifted into la gize classes. As
may be seen in table 2, the number of in all size clomses

above 50 rose leas than average, capeciaily thoee with 500 or |
more amployees.

|

Chart 2~Ratlio of Number of New and Discontinued

Businesses to Firms in Operation, by Size of Firm,
194542 Average !
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Chongea are more apperent when each industry is con-
siderod separataly. Thus, the proportion of very small
firme in manafacturing rose from 3% to 45 percent in this
3-yenr peried; in meilis and metal producis, the rise was
from 19 to 34 pergent of tha total. Manufacturing is the
ons mejor industry whose population has undsrgone & marked
decline since early 1848, the current level bemg not much
higher than it was in early 1846. An imporiant reason for
this Jarge drop can be traced to the carlier marked incresse
in the monber of very smnll firms, whosa ability to survive
was especially dependent on the pent-up demands of the
prior years.

. Year-to-year chunges

Yanr-to-year chonges i the nwmber of operating firms by
size, illustroted in chart 1, mirror many of the hca.sE! features
of the postwar reconversicn which are ohseured in the sini}a
1 comparison. The bottorn panel highlights the
. decline among the largest firms in ths od mmmadiately
after let::ua war, 4t 0 time WIﬂlfng th-larﬂum 'ddlﬂf firms in ﬁl:
' gmuoller size class wae expan . 2 IR ep&nel‘ 1y
sizes the widespread increnses throughout the size siructure
pa the tempo of reconversion was accelerating, ond Ligh-
lighte the recovery of the top size classes. The upper penel,
covering the period ending in March 1948, stresses tha

enernl pattern of dinkinished growéh in the business popu-
ﬁ.t.iun pe it came more nearly inte bolance relative o the
general lavel of business activity.

Effect of turnover and shifting

Cna point brought out by chart 1 is that firms with fewer
than four employees rose lesa averzge between 1245 and
1846 but more than average the following yenr. This dif-
ferential behnvior may serva to illuatrats the role playad by
birthe end deaths, on the one hond, snd by shifts due to
emplo t increases on the other, on chenges in ths num-
ber of firms in the various size clnsges.

In teble 3 it moy be seen that the number of firma having
Yess then 4 workers rose by 145,000 hatwesn 1045 and 1946
although the number of new firms of this siza exceeded
discontinuances 250,000, The difference is sccounted
for by the net outtow of 111,000 firma into larger sizs clnssea.
Tt may aleo be noted that in the two other size alasses shown
in the toble, additions of this nature were moze importunt
than changes due to an execess of birthe over discontinuances.

Wineteen hundred ond forty-five ond m 1846 wers
eapecially favorable for the growth of very & businezsca,
Voterans were returning to the labor markel in sizable
rumbers while largs eoncerns were still releasing workers
from war jobs, Essentielly thia waa the pariod when existing
small enterprises were able to racoup their wartime employ-
ment losses nnd newly established small businesses were
particulngly able {o expand their initial employment to meet
the rising tide of pent-np demand.® .

The smullest firms also enjoved oo expansion in employ-
ment in the following year but it was dempened by the
resurgensa of the large eoncerns, especivlly in manufacturing.
It is clear from teble 3 that upward shifting in the size seola
was conaidershly reduced sfter carly 1048.

New and Discontinned Businesses

Cortain wspeete of hirths and deaths have elready besn
dis in connection with cha in ithe number of
operating firms but there are other pointe relating to business
turnover which merit additionnl consideration. TFiret, it
may be pointed oué that both business births and deaths
during the postwar yours were even mwore conconbrated in
the smaller size closses then firme in operation. Of the

T By, Bor ey, *Bales and Tnwonstory Trends of How Trads Flema, ™ Survay, &pdl HHD,
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roughly 2 million new businesaes which were established in
the eafundar yeors 194548, 87 parcent were firms with 0 to
3 emc!IJlujma; the proportion of totnl discontinvanees in this
size clnss was approximately the same,

Throughout, eriod only 1 or 2 percent of all new nnd
discontinued firms bhad 20 or more employees, although the
preportion of firms in cadstence witk 20 or more employees
wag ahout 5 pereent. The number of new Jarga concerns
was smuoll; there were fewar than 200 firms started batween
the sccond quarter of 1945 and the third quorter of 1040
whose employmoent was 250 or more, and the bulk of these
bhad fewer than 500 persons on the payroll? Deta on the
{lum'lll;ir of new osnd discontinved businesses are presented
in tabla 4,

Seability in birth and death distributions

A gecond feature of the births and deaths is the stability of
their rﬂ;ercenbage-size distributions over the 1945-48 periad
evan though in the aggregate tha numbor of births declined
by over one-third between 1946 and 1848 while the number
ot deaths increased by almost two-thirds over the sams yeors,
Thare I no svidenta of any apprecisbla change in the
distributions of dizeontinucneces new firma during the
firat half of 1949 when the business population was dsclining.

Tabl: 4—MNumbor of Now and Discoo tinued Bualpesascs by Indusicy
Divisian and by Slee of Firne, 1045-44
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Birth and death rates

Chart 2 showa the ratio of the number of new and dis-
continued businesses doring the year to the number of firma
in exiatance ne of Morch 31, on an avernge basis for the years
1945-48. Orver this period, the snnunl rate of new-business
formution averaged o littls over 13 peroent for all size clnsses
combined. The chars ehows tho hi t rate in the amallest-
gize class nnd displays o rapi t.npermgi;oﬁ theraniter.
Discontinuance ratios show the enme genoval bebavior by size
dm—-—raﬂectéiillig with some lag the pottern of birthe—eaxeept
thot the spread between the less-thoan-¢ group and 20-ond-
over group ie less proncunced than in the case of the new
firms rates.  Annual date on entry and discontinuange rates
by major industry nnd size class me presented in teble 5.

Chaort 3.—Percent Distribution of Employment, by Size
of Firm, All Industries and Manuincturing
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There are o number of reasons o oxpoet higher new firm
ratios in the sige groups than in the larger groups. For
axample, the larger the size of the prospective business, the

ter the iniial investment requirements, Tn addition,

10 prospective entreprenevr is more likely to be forced to

find ovtsides sources Lo supplement his own funds for financing
hie initini eopital outlays.

Birth rates by industry

It may be noted that industrinl comparisons of birth rates
ara generally improved when the size distribution of new snd
exigting fitme within industries is taken into aceount. This
may be illustraied by o comparison betwsen the birch rates
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of manufacturing and transportation. On en over-all basis
theare is comparatively litile difference betwesn the two ratios
in sach of the venrs from 1945 to 1048, Bize clnss for size
clnas, however, the ratios in manufacturing are substantially
in excess of those in the transportation group, being about
one-third higher in the 0-3 ecntegory ond approximately
twics 02 greal in the svecesding size groups.

Postwar Changes in Size Distribution. of
Employment

The 1948 distribution of employment among the various
gize clagsep, in contrast to the distribution of firms, ropresents
an alteration in many respecta of the pattern which existed
just befora the end of the war in 1945, Obviously, & small
chonge in the number of gient goncerns can have only an
ingignificant effect on the distribution of firms but may
bring shout significant shifts in the distribution of ampley-
ment,  hfuch attention has been focused on this problem
recently because the porticular industries most stimulated
by the war production program wers thoss characterized by
very largs scals manufacturing enterprises, and the question
has naturally arisen as to what haa heppened gince the war
to tha share of setivity aceounted for by a8 cOm:panies.
The remainder of this orticie is devoted to a deseription of
the changes in the relative sheres of employment among the
size .

Employment in largest concerns lower
than in 1945

Employment changes over the Z-yoar period ending in
March 1948, by mejor industry division and size class, ore
gummarized in the réghh—hsmd section of table 2. One pont
which stande out is that the relative gain in over-oll employ-
ment was only 8 percent, in contrast to the rise of almost
one-fourth in the number of opernting firms., The chief
vensonh for this may be found in the reduced volume of em-
ployment in the top size class. In addition, however, it
should be remembered that many of the firma added to the
business population bad ne paj emplq:ﬂ'eos while the bull
of the new amployers hnd one (o three employees,

Chart 3 Bustrates the changing shares of employment in
three broad size closses {or all industries and for manufac-
turing. If t-hathoht s from 1935 tﬂflﬂiﬁ mnsi;:lamd, it
o seon the ropartion of emp nt among
ﬁl‘l‘l:;rs with 1,000 or morg amployees decrensed from 44 to
38 percent. It wea npproximately unchanged for the groups
with 100 to 999 woricera and increnscd among firms with fower
than 100 employaes.

Trend reversed after early 1946

It is obvious from chert 3, however, that the entive deeline
in importanca of the largest componiee oecurred immodintely
afterr the war. In manufacturing, for exampls, tha share of
croployment in the 1,000-plus group beiwesn 1945 and 1946
dropped from 55 to 47 percent; in metals, from 73 to 44
percent. Since 1046 this movemont hns been reversed,
though the share of the top group levcled off between 1947
apd 1948 for all industries combined but continued to vise
in manufastoring. Tabls & presents the changing propor-
ticns of employment in the top, sixe cinss by detailed size
groups and by major industry divisions,

Firm growth and changes in concentration

It should be fairly clenr that changes in the reladive shores
of employment among the lurgest concerns over thia peviod
reflected only in, part the expension in the business ]Evopulq.-
tion and the added employment brought abeut by thie
growth. In an industry whose employment 13 highly eoxn-
cemtraied, the sppenrnncy of new firms cen hove relotively
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little effect on the employment distribution unless the new
businesses are of large sizo. In metal manofecturing, for
oxample, the number of rose by onc-sixth bebwoen
1845 and 1948 but most of the concerne were extremaly
small nnd hed litde to do with the lower share of cmploy-
ment in the top size class, It may alse be noted thut in the
transportation proup the top size class necounted for about
66 percent of the employment in a1l ¢ ycars despite the pddi-
tion of 50,00 firma.

It is whers eoncentration is not so pronounced that the
sddition of new firms has tha effect of sppreciably reducing
the proportion of mnplafmant in the top size class. In
retnirtmda and services the importance of each of the closses
with 100 or more employoes has doecressed. And in this
reapoet it is of intarcat to note that the finanes, insuranes
andd real estate indusiry, whose puguln.ﬁun has grown lcast
over bhis peried, is the one major induatry division whers the
share of employment in the top size class hos shown 4
proncuanced ingregae.

Developments since 1948

Employment statistics by size of firm are not generslly
available since March 1948, Tt would appear, howavor, that
m manufacturing, the small deeine in output which has
occu orar the past 2 years has been agcompanicd by o
continued incrense in the relative importance of the tep
firrma. Thiz iz sugeested by two piecss of informntion,

Table 5.~Entry and Hscontinuonce Rotea ! by Industry Division
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First, betwoen the first quarter of 19458 and the et quarter
of 1940, anles of all manvincturers declined by 2 peveont while
sales of #lorpa’ manufasturers posa by 2 poreent.  In motals,
sales of the “large” ceneerns rose 13 percent against an
industry aversge of 2 porcent, while for all other manufac-
taring industries, anies of tha “lm'ﬁe” eoneerns declined 3
percent in contrast to an industry decline of 0 percent, A
similar divergont movement—though not so proncuncod—is
also apperent heiween tha first two months of 1049 and 1950
Second, Pmliminary employment figures for an identical
sampls of very logs manvfasturers suggest o smaller drop
in emplyyment betweon Maorch 1848 ond 1949 than oceurred
in manutacturing generolly. Cyelically this sort of develop-
ment ia not vnexpected: the small firms in any induetry are
ovdinarily the first 1o feel the pineli of the incrensed eompodis
ticn which accompanics an udl.]giuguoﬂ:' in demand.
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Cﬂmpan',sgn with prewar that manufacturing, sspecially the dmblwuds industries,
whare most of the large concerns ave loeated, has undergone

It wns not possible to prepara both size opnd indusiry
distributions for the prewar period comparable ta the post-
war distributions, se that only {entative ¢onclusions maybe
drawn regarding changes over the past decnde or so.
though an carlier Survey orticle showed an estimated firm
and employment size distribution for the year 1939, tho lack
of comparsbility with the estimates shown hera is aufficient
to invalidate n direct comparison of the figures.!

Thore is available fram the BOASI, however, datn on the
estimated number of fimns and umpiﬂ{ment by siza ¢lass for
all industries combined a3 of Sepiember 1940. These cati-
makes were based on tabulations eontaining shout 84 percent
of the estimated total nvmber of fims snd ehout $5 percent
of the cstimnted total employment snd are not ae acourats
as the postwar BOASI datn.

Between September 1940 and March 1948 it would eppenr
thot employment nmong fivms with 1,000 or mora workers
rose by 41 percent, in contrast to o rise of 24 pereent in
total amployment coverad by the business population. Tha
pumber of grma in operation in thie category rose hy nhout
25 pargent, or somewhat more thon the 19 percent over-all
advence in the businesa populstion., However, concentrn-
tion as measured by a Lorenz curve—which tnkes inte
teeount the completa gizs distribmtion of firms and employ-
ment—doea nei show any marked increasa for industry
goacrally over this peried. It should be nated, moreover,

41Ty Dusinest Popudotlon I Warliog,™ Soprer, M
used In calimoling the slec dlatrEvtd o of Armd, 1 porlieg)
used bess, Aoz **Thn Tnd

HMA, T sowmreod and methods
el fulio difecon: from thos
mirkl Crocon iml kem of Bmpﬁmt," Baawky, Apdl 14k

o more proncunced increase in amployment thon nonmonu-
facturing over this period. uently, it is not possible
to draw any eonclusions about gea in coneentration
within industries from these data.

Comparisor of identical
monufacturing companies

A Bacoud_mmparison wne bosed on & sample of u.]iapruri—
m&lﬁéﬂﬂ identical Rrms whick were among the 200 lorgest
manufseluring corporations—ranked according to size of
total nasets—in 1939 and 1846; thera ware 170 concerns
common to bath lista. Unlike what hes preseded thess sve
parant companies, ordinarily including sll subsidiaries, The
companics chopen were those for whom mﬂm&ut figures
could be obisined for 1040 snd 1948, For & CONCerns
the rise in employment was not much diffarent from tha
average Increase for all manufacturing employment as
indicatad by Bureau of Labor Stotistics dota. It 18 reslized
thot the latier figuree are on an establishment basis whereas
the identical companies hove employment cutbing across
many nommanufacturing industries. Nonstheless the avi-
dence does not suggest thot tha share of employment smon
vory largest menufact concerns has chan

appreciably from the prewor petiod, though these firms do
aecount for a emaller proportion of the total number of
mpnufacturers in view of the marked increase in the business
populntion sinee that time.
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